Abstract: This paper analyzes land transactions between municipalities and private businesses, based on official data and on business surveys in 15 regions of the Russian Federation. Since the Russian Federation passed the new Land Code in 2001, land privatization has been officially encouraged by the federal government and in particular, land under previously privatized buildings was supposed to be privatized to the owner at a nominal price. The paper shows that many sub-national authorities (which own or control the vast majority of land of interest to businesses) appear to use a combination of high statutory land buyout prices and administrative barriers to deter land privatization and to offer "long-term leases" (which are not fully marketable) instead. On the other hand, regions that have established low buy-out prices and taken steps to remove unnecessary administrative barriers to land privatization appear to have higher rates of land ownership by businesses, and to face lower levels of corruption in the privatization process. The paper concludes that further reductions in the statutory prices for privatization of land under buildings and elimination of unnecessary administrative barriers should help to encourage further land privatization and the development of a competitive, secondary market in commercial land.
Executive Summary
This paper provides a statistical analysis of a survey carried out by the Foreign Investment Advisory Service (FIAS, a multi-donor facility of the World Bank Group) in the Russian Federation about businesses' access to land and real estate. The survey was carried out at the request of the Ministry of Economic Development and Trade and the Federal Anti-Monopoly Service. The survey data were used to test a number of hypotheses about the administrative procedures for businesses' access to land, as described below.
The "Survey of Land and Real Estate Transactions in the Russian Federation" 2 investigated the problems faced by businesses in carrying out land and real estate transactions. The survey covered 15 regions which represent all 7 Federal districts of the Russian Federation. In the course of the survey information was collected from 517 business intermediaries that helped clients with land and real estate transactions in 2004 and 1188 legal entities and sole proprietors that attempted, underwent or completed locating procedures (i.e. land and real estate transactions) in 2004.
The Survey, in turn was inspired by past FIAS projects investigating administrative barriers to investment, including businesses' access to land and real estate, and by a report on "Privatization of Enterprise Land in the Russian Federation: 1992 Federation: -2003 3 prepared by Khakhalin and Butler for USAID, which described the legal history and economics of the issue and its implications for further policy development.
Between the survey, past research and a mass of anecdotal evidence about businesses' access to land in the Russian Federation, we developed a number of "stylized facts" as follows:
• Land privatization in the Russian Federation has a checkered history, with a clear policy in favor of land privatization not firmly established until the enactment of the 2001 Land Code. Even after the enactment of the Land Code, many vital parameters of land privatization, including pricing parameters, are still not settled.
• The new Land Code of the Russian Federation explicitly calls for land to be privatized as follows:
• Land under buildings that were privatized earlier is supposed to be sold (or leased) to the owner of the building at an administered price within parameters set by federal legislation; (this category accounts for the great majority of land transactions involving businesses in the Russian Federation); • Vacant land intended for new construction is supposed to be privatized by transparent auction or tender procedures (although there have been relatively few transactions of this type to date).
• While the large variations (both in pricing and in formulas for distribution of revenues between Federal, Regional and Local levels of government) were certainly problematic from the standpoint of policy stability, the responses of the relevant stakeholders showed clearly that the basics of economic behavior were following predictable patterns (e.g., when normative prices for land were low, businesses responded by increasing applications for land privatization, while public bodies, as sellers, were reluctant to conclude such transactions; conversely during periods when normative prices were relatively high, there were fewer applications from businesses for land privatization even as many public bodies were trying to encourage it).
• To date, most land of interest to businesses is still owned or controlled by municipal governments. This gives municipal governments strong "market power" as nearmonopolist land lords, while greater legal flexibility over land rents (compared to land buy-out prices and land taxes) provides a strong fiscal incentive to municipalities to try to maintain their ownership rights. In addition, there is still considerable evidence of municipalities abusing their market power through administrative barriers, not necessarily to keep rents high 4 , but more often to favor some firms over others and/or exercise undue influence over local business development.
• Businesses continuously complain that there has been very little land privatization to date, and that the limited amount of privatization that has taken place has suffered from severe inconsistencies, non-transparency, and outright favoritism. The business surveys reinforce these findings with complaints about "need to rely on connections", excessive discretion and a higher degree of corruption associated with real-estate transactions than most other administrative procedures. According to businesses' ranking of their problems with administrative barriers in general, access to land, real estate and construction permits are rated as the most severe obstacles, especially for medium-sized firms 5 . While this problem is not unique to Russia, cross country comparisons suggest that businesses in Russia are even more likely to perceive "access to land" as an obstacle, relative to many other emerging markets. 6 Another FIAS survey of "potential and runaway investors" from Kaliningrad, Novgorod and Tomsk Oblasts also found that potential foreign investors, in particular, were concerned about access to land.
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• One of the most important procedures covered by the survey is the privatization of land under buildings that had previously been privatized. This relatively straightforward procedure involves an average of:
• 11 stages • 8 different agencies,
• 17 different documents,
• 220 days, and • about 70,000 Rubles (about US$2,400) of official fees.
The range, however, is quite large, from low figures of about 50 days in Rostov Oblast and 10,000 Rubles in Novgorod Oblast to high figures of over 400 days in Novosibirsk and 360,000 Rubles in Moscow Oblast.
• While many regions and municipalities have instituted mechanisms to privatize real estate, most are not yet transparent or fair. Unfortunately, left to their own devices, they have little incentive to improve their procedures and advance the reforms.
The authors then developed and tested a number of hypotheses, using the survey data, with findings as outlined below.
The principal factor influencing the level of land privatization in a region (for land under privatized buildings) is the pricing policy pursued by local authorities. The analysis demonstrates that in those surveyed regions where the local government pricing policy is at the low end of the range allowed by Federal law, the rate of land privatization transactions is higher (even though rental rates for long-term leases may often appear more beneficial). Within the examined model, all other factors being equal, a modification of the pricing policy from the higher end of the range allowed by Federal law to the lower end is associated with a significant increase in the rates of land privatization (more than doubling for some regions).
Excluding the pricing policy from consideration, the length of time required to complete the relevant procedures becomes the main factor influencing the level of land privatization (for all types of land privatization). Although the survey data don't show it explicitly, it is understood that most market participants are generally aware of the time required for such transactions, ex ante, within their jurisdiction. The longer the duration of the procedure, the lower the rate of the privatized land in a region. A decrease in the average procedure duration by one month (30 days) or by approximately 14%, other things being equal, increases the number of land privatization transactions per 100,000 residents by about 11%.
Delays associated with land privatization procedures in turn lead to an increase in the proportion of transactions for long term land leases as opposed to land ownership (leases in the Russian Federation are less than fully marketable, relative to, say, Hong Kong). If the delays are reduced by 25% from their mean length, other things being equal, the rate of land lease transactions would decrease by about 15 percentage points in favor of land privatizations.
A second factor influencing land privatization is frequency of refusals by government agencies in the course of a procedure. The analysis demonstrates that while processing land privatization applications, government agencies tend to refuse the completion of such transactions twice as much, on average, as land lease procedures, even though the procedures and criteria are supposed to be the same.
Procedures in which applicants have significant sunk costs are much longer in comparison to the "reversible" ones. On average, other things being equal, "sunk cost procedures" take about 34% more time than procedures where the applicant usually does not have sunk costs.
Procedures where applicants have sunk costs (e.g., they have already purchased their land) are more prone to corruption as compared to the "reversible" ones. The share of stages involving unofficial payments while passing sunk cost procedures is higher by 11% on average. More complex land procedures are more prone to corruption. Other things being equal, each extra stage added to the procedure (as specified in legislative documents regulating a particular procedure) increases the percentage share of stages in which unofficial payments were reported by about 4 percentage points.
However, the procedure duration, controlling for complexity and official fees, does not significantly affect the level of unofficial payments for a land-related procedure.
The official cost of the procedures, along with the complexities associated with them, has a significant effect on the level of unofficial payments -holding other variables constant, the higher the official cost, the higher the level of unofficial payments.
Established relationships with government officials may help to reduce the duration of the process somewhat, although their effect is not significant. However, such connections cost money to maintain -intermediaries who have connections that they think can help in facilitation of their work charge more for completion of procedures.
The use of auctions or tenders is still not very common in many regions, and while the data suggest that use of such mechanisms is associated with higher rates of land privatization, there is not yet clear evidence that they are associated with other positive outcomes such as fewer delays or unofficial payments.
Policy implications to consider for the Government of the Russian Federation, in light of the findings, including the following:
• Unnecessary complexity (e.g., unnecessary steps in procedures) should be reduced in administrative procedures for businesses' access to land. Regions with the simplest procedures should serve as a positive example for regions with more complex procedures.
• Keeping land privatization prices low (i.e., administered prices for land under buildings that have already been privatized) helps to encourage land privatization transactions and helps to develop a competitive secondary market in land. At the same time, if municipalities can not obtain revenues from land rents, they may need some compensating source of revenue (e.g., enhanced land taxes) to maintain their fiscal balances and to encourage their cooperation with land privatization.
• For many administrative procedures, a policy of "silent consent" with time limits
should be introduced. Officials should be required to provide a written explanation, against established legal or administrative criteria, for any refusal of applications for land privatization, within a stipulated time limit. If no decision has been rendered by the time limit, it should be deemed approved, with enforcement available through the courts if necessary.
• Auctions and tenders for land privatization should be further encouraged, but need to be monitored closely for transparency and fairness.
Background and Methodology

Project Background and Objectives
In Between the survey, past research and a mass of anecdotal evidence about businesses' access to land in the Russian Federation, we developed a number of "stylized facts" as follows:
• Land privatization in the Russian Federation has a checkered history, with a clear policy in favor of land privatization not established until the enactment of the 2001 Land Code. Even after the enactment of the Land Code, many vital parameters of land privatization, including pricing parameters, are still not settled.
• Land under buildings that were privatized earlier is supposed to be sold (or leased) to the owner of the building at an administered price within parameters set by federal legislation (this category accounts for the great majority of land transactions involving businesses in the Russian Federation).
• Vacant land intended for new construction is supposed to be privatized by transparent auction or tender procedures (although there have been relatively few transactions of this type to date).
• While the large variations (both in pricing and in formulas for distribution of revenues between Federal, Regional and Local levels of government) were certainly problematic from the standpoint of policy stability, the responses of the relevant stakeholders showed clearly that the basics of economic behavior were following predictable patterns (e.g., when normative prices for land were low, businesses responded by increasing applications for land privatization, while public bodies, as sellers, were reluctant to conclude such transactions; conversely during periods when normative prices were relatively high, there were fewer applications from businesses for land privatization even as many public bodies were encouraging it).
• At the moment, most land of interest to businesses is still owned or controlled by municipal governments. This gives municipal governments strong "market power" as near-monopolist land lords, while greater legal flexibility over land rents (compared to land buy-out prices and land taxes) provides a strong fiscal incentive to municipalities to try to maintain their ownership rights. In addition, there is still considerable evidence of municipalities abusing their market power through administrative barriers, not necessarily to keep rents high 9 , but more often to favor some firms over others and/or exercise undue influence over local business development.
• Businesses continuously complain that there has been very little land privatization to date, and that the limited amount of privatization that has taken place has suffered from severe inconsistencies, non-transparency, and outright favoritism. The business surveys reinforce these findings with complaints about "need to rely on connections", excessive discretion and a higher degree of corruption associated with real-estate transactions than most other administrative procedures 10 . According to businesses' ranking of their problems with administrative barriers in general, access to land, real estate and construction permits are rated as the most severe obstacles, especially for medium-sized firms 11 . While this problem is not unique to Russia, cross country comparisons suggest that businesses in Russia are even more likely to perceive "access to land" as an obstacle, relative to many other emerging markets.
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• One of the most important procedures covered by the survey is the privatization of land under buildings that had previously been privatized. This relatively straightforward procedure involves an average of: The survey also showed a large range of responses across regions, from zero private land ownership in Moscow City to a high of 47% in Irkutsk. Respondents in most regions indicated less than 25% of respondents owned land. Fully one-third of all survey respondents reported that they wanted to buy land but were deterred from doing so by local authorities.
While many firms had officially applied for land ownership rights in 2004, the success rate ranged from zero in Moscow City to a reported 97% in Rostov Oblast. By contrast, applications for lease-hold rights were usually much more successful, ranging from a low of 50% in Moscow Oblast to a high of 93% in Rostov Oblast. 
Research task
Using the results of the "Survey of Land and Real Estate Transactions in the Russian Federation" 13 , FIAS outlined a number of hypotheses regarding the influence of the policies and administrative barriers in the area of privatization and leasing of land plots as follows:
Demand for land is influenced by the pricing policy implemented by sub-national authorities, and also by non-market factors, such as administrative barriers, e.g. duration and cost of completing the relevant procedures. 2.
Russian businesses often apply to lease land because the procedure for land privatization (purchase of land from municipalities and other public sector bodies) is often accompanied by higher administrative costs, delays, and by frequent refusals by bureaucrats.
3.
Procedures where companies have already incurred significant sunk costs are characterized by longer duration and higher reported frequency of unofficial payments.
4.
Regions where more land tenders and auctions are held will have a higher rate of land privatization transactions, and land transactions that are conducted through tenders will be less prone to corruption and bureaucratic delays.
5.
Excessively complicated, longer, and costly procedures are associated with more frequent unofficial payments. 6.
Having "good connections" with government officials reduces costs and delays for carrying out procedures.
In this paper we assemble simple models reflecting the above hypothesis and test them econometrically using OLS regression analysis.
Previous Research
We were unable to find other examples of survey data on land transactions, so our research in this area appears to be quite unique. Federation: 1992 Federation: -2003 , which clearly describes the legal history and economics of businesses trying to privatize the land under their buildings (which were mostly privatized during the early-mid 1990s). This paper describes the many changes in policy, pricing, and procedures for land privatization both before and after the enactment of the Land Code in 2001, and how the main stakeholders reacted to the shifting incentives and parameters affecting the land market.
The Khakhalin/Butler paper points out that while land rents are almost entirely at municipal discretion, both land purchase prices and land taxes (and the formulas for their distribution between Federal/regional/and municipal levels of government) are established by law. In particular, land purchase prices are currently set within minimum and maximum parameters, established as a multiple of the land tax rate (which itself is set administratively, based on cadastral values that are also established administratively).
While there is some evidence that some public sector bodies were more willing to privatize land when they were allowed to charge and keep the full revenues from the highest land prices (especially when they were facing enactment of new laws that would force them to accept lower revenues in the future), the more general pattern suggests that even the highest land privatization prices stipulated during the period between 1992 -2003 "were apparently not high enough to induce localities to promote or even cooperate with further land privatization."
18 Further, since land rental rates are much less constrained, most municipalities still seem to prefer it for the sake of "greater long term control over revenue." 19 Finally, they note extensive anecdotal evidence that municipalities exploit vague administrative procedures to refuse or delay applications for land privatization, including designation of large amounts of land as being in "water protection" or "sanitary protection" zones or reserved by "master plans" for "future public use."
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Sources of information
The following sources of information were used in the course of this research: The survey included two questionnaires:
• The "Business Intermediary Survey" (BIS)
• The "Administrative and Regulatory Cost Survey" (ARCS)
In the course of the survey information was collected from 517 business intermediaries that helped clients with land and real estate transactions in 2004 (further referred to as BIS companies) and 1188 legal entities and sole proprietors that attempted, underwent or completed locating procedures (i.e. land and real estate transactions) in 2004 (referred to as ARCS companies).
The information was collected on the following types of locating procedures:
Procedure no. 1: Obtaining a short term lease for a land plot, which is currently state or municipal property, for purposes of construction, with a preliminary agreement on the object location.
Procedure no. 2A and 2B: Obtaining (by purchase (2A) or long term lease (2B)) a land plot, which is currently state or municipal property for purposes of construction, without a preliminary agreement on the object location, during auctions or tenders.
Procedure no. 3A and 3B: Obtaining ownership (3A) or long term lease (3B) rights on land plots that are currently state or municipal property, with premises, buildings or constructions, which are private property.
Procedure no. 4:
Lease of a real estate object (premise, building or construction) which is currently municipal property, without the procedure of tender (including purposive appointment).
Procedure no. 5: Lease of a real estate object (premise, building or construction) which is currently the municipal property during tenders or auctions.
Procedure no. 6: Transferring a premise (building) from the residential use to non-residential.
Procedure no. 7A and 7B: State registration of rights on real estate and real estate transactions (in the cases of (7A) buying or selling a real estate object (land plot, building or premise) in the secondary market, (7B) drawing a contract of a real estate object (land plot, building or premise) lease for the term of more than 12 months in the secondary market).
Procedure no. 8: Transferring a land plot from one category into another, or changing the designated use of a land plot.
Procedure no. 9: Privatization of a real estate object (building or premise) which is currently municipal property.
For the purposes of this paper we have used only procedures guiding land transactions, i.e. Procedures nn. 1, 2A, 2B, 3A, 3B, and 8. Table 2 shows the number of relevant responses collected in each of the 15 surveyed regions. 
Nature of the analysis
This paper is the first attempt to apply econometric tools to the analysis of the survey dataset. We purposely limited ourselves to basic models both due to the limited number of observations in some of the models we have tested for this paper and to avoid, where possible, overly complex models that might complicate interpretation of the results. This paper can be seen as a "teaser" and introduction to the wealth of information collected via the Survey of Land and Real Estate Transactions in the Russian Federation.
Three of six hypotheses outlined above (see page 8) are dealing with regional policy environment (e.g. in hypotheses 1, 2, and 4), the others are aimed at testing how specific administrative procedures affect individual land transactions in the surveyed regions (e.g. hypotheses 3, 5, and 6). The variety of models, hypotheses and data used is a result of the exploratory ("teaser") nature of this paper. The future further and deeper analysis will, probably, concentrate on onetwo hypothesis related to one of specific issues outlined above.
The number of observations was sufficient when the models were based on individual transactions. In case of regional models based on the survey results we had only 15 observations (hypotheses 1 and 2) 22 , thus we tried to supplement our survey-based estimates with analysis of publicly available data for all regions of Russian Federation. While our survey-based conclusions stood up to these tests, it is important to point out those variables in the survey-based models where not identical, although rather similar, to the ones used in the all-Russia models. One model (hypothesis 4) was entirely based on the publicly available regional information. In the Russian Federation, as mentioned above, most businesses, even those who own their own buildings, do not own the land under their buildings, which is usually owned by the municipal authorities (or owned by another public sector body and administered by the municipality). In this context, land sales prices and rental rates, as administered prices, are constrained by law. While data on land prices are readily available, rental rates are both more variable and less accessible. Therefore, the full range of information one would want for a thorough analysis was not available. Thus while there are some opportunities to study factors affecting demand, one can not look for a normal, market-driven supply curve. ρ is the land pricing factor (set administratively) in the regional capital; τ is the logarithm of duration of land sale transaction procedure (ARCS); and θ is a control variable (e.g., a logarithm of the gross regional product) from a list shown in the Annex.
Analysis of Impact of Regional Price Policy, Administrative Barriers and Other Factors of Demand for Land
However, these necessary simplifications still do not prevent a potential overspecification of the models.
Taking into account the limited number of observations, we used regional GDP per capita as the control for both price policy and procedure duration models (see Table 3 .1. below), assuming that it would represent the broadest measure of regional development and realized potential. This control variable turned out to be insignificant in both model settings.
The results in Table 3 .1 show that administrative pricing policy enacted by regional authorities affects the number of privatizations (sales of land under privatized structures by regional and municipal authorities) significantly and negatively (Model 3.1.1). The time it takes to complete a procedure of land privatization has negative influence on the number of sales, but this influence is not statistically significant (Model 3.1.2). When both the duration of a relevant procedure and the pricing police indicator are entered in the model (Model 3.1.3), only the pricing factor is statistically significant (but the significance level somewhat weakens to 5.5%), although both variables affect number of privatizations negatively. In order to validate the above results, we used a larger set of data collected from official statistical sources. Unfortunately, only a limited number of variables used in the previous models were available from official sources, so where possible, we tried to confirm the survey results with approximation variables available from the official statistics. Using official data, we tested the following model as an extension of the Model 3.1.1 described above:
where: Θ is a vector of control variables from a list shown in the Annex; and ρ is still the administrative land pricing factor in the regional capital. Table 3 .2 shows that the pricing factor imposed by regional authorities is still highly significant (actually this variable has a higher significance in "whole country" setting than in the smaller sample of surveyed regions). Increases in the level of the pricing factor negatively influence the number or privatized land plots. In this larger set of observations the significance of other controls is also increasing. The only unexpected result is the change of sign for regional income (Ln of regional GDP) which becomes positive instead of negative in the earlier models. This, perhaps, can be explained by the rather limited number of observations used to test Models 3.1.1 through 3.1.3.
For the models in Table 3 .2, the main factor influencing the land privatization level in any region is the pricing policy implemented by authorities. This policy is expressed as a multiple of the land tax rate per square unit (meter) of a land plot (i.e. a land price factor of 17 means that municipal authorities price a square meter of land at seventeen times the land tax rate for this land plot). The latter means that, other things being equal, a reduction in the land price factor by one standard deviation, (e.g., from about 10 to about 6), would increase the number of land privatizations by legal entities by at least 23% (based on the data for all Russian regions) or from 6.4 transactions to 7.9 transactions per 100,000 residents. For the surveyed regions, this can be illustrated with the example of Novosibirsk region where the land price factor equals 17 -the maximum allowed by law and the reported number of land sales is reported at 4.31 per 100,000 or regional population. If the Novosibirsk authorities were to reduce their land price factor by half to 9, then, other things being equal, their land sales would more than double to 8.7 transactions per 100,000 residents. If they were to reduce the price factor to the minimum allowed by the law for cities with a population of over 500,000 residents, i.e. to a factor of five, then the number of privatizations of municipal land would be expected to reach about 11 per 100,000 residents.
Chart 3.1 shows how many more land privatization transactions could potentially be achieved in the surveyed regions by reducing land price policy factor to the minimum allowed by law.
Another key factor influencing the number of land privatization transactions in regions is the duration of land privatization procedures. The longer the duration, the lower the number of land privatization transactions occurring in any given region (see Chart 3.2 below). Unfortunately, official Russian statistics do not collect information on procedure duration. Therefore, the following example is based on the information on procedure duration collected in the 15 regions surveyed by FIAS. A decrease in the average procedure duration by one month (30 days) or by approximately 14%, other things being equal, increases the number of land privatization transactions per 100,000 residents by about 11%. 
Choice of Leasing vs. Buying (Privatizing) Land from the State by Russian Enterprises
Hypothesis 2: Russian enterprises often prefer to apply to lease land (rather than to purchase it) because obtaining ownership of land is accompanied by higher administrative outlays, longer delays, and frequent refusals by bureaucrats.
In this hypothesis we constructed a model to explain the variation in the dependent variable: rate of land lease transactions ( 3 ϒ ). This variable was constructed using the information reported by respondents to the ARCS survey as the ratio of the number of land lease transactions to the total number of land transactions (lease plus privatization) in each of the surveyed regions.
The first step in testing the above mentioned hypothesis was the construction of a correlation matrix to examine simple paired relations between the variable of interest and other potential explanatory variables (and to examine the extent to which the explanatory variables are interrelated). The following administrative barriers were considered: procedure duration, number of stages, the cost of a procedure, frequency of unofficial payments etc. (for the list of variables see Annex). 26 . From the correlation matrix we have concluded that the duration of the procedure, its official cost, total cost, and rate of refusal are all significantly correlated with the rate of land lease transactions.
In its generic form, the tested models look as follows: Table 4 .1 shows that the most pronounced administrative barrier influencing the decision of a business either to buy or to lease the land in the surveyed regions is the procedure duration. This variable is significant in all settings with a positive coefficient. The importance of the procedure duration can be illustrated using Model 3.3 results. If the procedure duration is reduced from its mean length of approximately 200 days, to 150 days, (i.e. by 25%) other things being equal, then the rate of land lease transactions would go down by about 15 percentage points. Therefore, the rate of land privatization would, presumably, rise by the same number of percentage points.
It is also worth noting the level of influence of the variable for the rate of refusals for applications to privatize land on the rate of land lease (see models 3.3 and 3.4 in Table 4 .1). Although this variable is significant only in the settings controlled for the procedure duration and is less significant than the latter one, its absolute influence on the dependent variable is rather striking. For example, from model 3.3, one can see that each percentage point increase in refusals to privatize land, other things being equal, causes slightly more than one percentage point increase in the rate of land lease (presumably at expense of land privatization). In other words, refusals not only discourage existing applicants, but also negatively influence potential applicants. The latter relation is even more pronounced in the Model 3.4 setting.
Thus, lengthy land privatization procedures create a strong incentive for businesses to apply to lease the land, rather than to apply for privatization. At the same time, refusals to approve of land privatization procedures by government authorities, have a similar effect, i.e., to encourage businesses to apply for a lease rather than ownership of land (see Chart 4.1 below). The analysis of mean values for the procedure duration variable shows that at least in its logarithmic form the mean duration of procedure 3.A is significantly different (at the 5% level) from the duration of procedure 3.B. In other words, it takes, on average, 60 days longer (35% longer) to buy a plot of land than it does to lease it, even though the steps and criteria are the same 27 . Considering the importance of time factor for business development, it is more convenient for companies to obtain a lease for the land than to wait an additional two months or more, and incur losses (or at least opportunity cost) related to the purchase of land. 27 The direct comparison of procedure 3.A and 3.B durations (expressed in days) still has a statistically significant difference, although at 10% level. It is interesting to notice that duration of the same procedures measured through the business intermediaries survey do not have any significant difference neither in the logarithmic form, nor when expressed in days.
The significance level of the mean difference is lower in the case of the rate of refusals, but it is still close to the 5% level. A business is more than twice as likely to receive a refusal from the government when applying to purchase a land plot, compared to an application to lease it.
5.
Specific Features of Procedures Related to "Sunk" Costs ). This hypothesis is tested at the level of individual transactions, thus the number of observations allows for using a large number of controls. This is why we decided to use regional dummies to control for regional specifics, rather than use gross regional product as in earlier models. Table 5 .1 shows results of regression analysis.
The analysis was initially done for sunk cost procedure No.8 (Transferring a land plot from one category into another, or changing the designated use of a land plot) vs. all other land-related procedures described above (models 5.1.1 through 4.1.3 in the table below), which are usually not characterized by significant sunk costs. One can see that the existence of sunk costs has a significant positive influence on the amount of time one would spend on its completion. On average, other things being equal, sunk cost procedures take about 34% more time than procedures where the applicant usually does not have sunk costs.
More importantly, the regression coefficient for procedure 8 is the highest among the five landrelated procedures included in Model 5.2, and other things being equal, the duration of procedure 8 is the longest in comparison to any other land-related procedure 28 . Table 5 .1 show that neither the size of land plot nor the way in which the procedure was completed (by intermediary alone or with participation of the client) has any significant influence on the procedure duration. Although judging from the sign of regression coefficients alone, both the size of the land plot and clients' abstention from the procedure, (i.e. if the procedure is conducted solely by an intermediary) increases the duration of the procedure.
The second sub-hypothesis is that land-related procedures where companies have unrecoverable costs are characterized by higher frequency of reported unofficial payments. This sub-hypothesis was tested using the following model:
where: Θ is a vector of control variables from a list shown in the Annex.
The dependent variable here is the reported frequency of unofficial payments. This variable is constructed as a ratio of the number of stages of a procedure passed by companies using unofficial payments to the total number of stages required to complete the procedure. We used the same set of independent variables as in the case of Model 5.1 (for the list of variables see Annex).
The data used in the regression analysis for this model are also limited to land-related procedures and observations. The results are presented in Table 5 .2 below. The results show that the presence of sunk cost suggests a higher frequency of reported unofficial payments and this effect is statistically significant. In other words, the bureaucrats have an opportunity to create situations (e.g., delays) that companies try to resolve by making unofficial payments. On average, other things being equal, the frequency of unofficial payments is about 11 percentage points higher for land-related procedures with sunk costs (based on the Model 5.2.1 in the Table 5 .2) 29 . These hypotheses were based on the assumption that some jurisdictions are governed in a more enlightened fashion that others. We expected that more enlightened authorities would be interested in more private ownership of land, through procedures that are relatively transparent and efficient. Unfortunately, the data do not fully support these hypotheses.
To test hypothesis 4.1 Regions where more land tenders and auctions occur have higher incidence of land privatization; we used official statistics for all regions of the Russian Federation and a model with a total number of land privatizations per 100,000 residents in a region (N total ) as a dependent variable. The equation of linear regression, describing this model, is as follows: The results below show ( Table 6 .1) that the use of tender procedures for land privatization has a significant and positive effect on the overall number of land privatizations.
It is also worth noticing that the distance of the regional capital from Moscow has a significant negative effect on the number of land privatizations completed in a region. For example based on Model 6.1.7 in Table 6 .1 below, all other things being equal, each "extra" thousand miles (1,656 kilometers) between Moscow and a given regional capital reduces the number of land privatizations per 100,000 residents by about one (0.87), or by about 15%. One might call it an "effect of provincial mentality".
The other two sub-hypotheses, Sub-hypothesis 4.2 Land transactions that are conducted through tenders are less prone to corruption and sub-hypothesis 4.3 Land transactions that are conducted through tenders take less time to complete, were tested but were not borne out by the data. 
Analysis of Reasons Companies Use Unofficial Payments
Hypothesis 5: Excessively complicated, longer and costly procedures are associated with more frequent unofficial payments.
The dependent variable for this hypothesis was constructed as a ratio of the number of specific steps in which unofficial payments were recorded to the total number of the steps to complete a specific procedure ( Ε ). The variables of interest were (i) different measures of procedure complexity and length, such as the official number of steps in each of the procedures or the number of documents necessary to collect in order to complete the procedure; and (ii) measures of a procedure's official cost. Other standard control variables included in the model were regional and procedure dummies.
When testing this hypothesis, we concentrated only on the first three procedures and did not include procedure 8 in the estimates. This decision is made based on the nature of procedure 8, which is a secondary procedure dealing with a land plot when it is already owned/leased by a private entity. The current hypothesis focuses on the primary procedures -transfer of ownership or lease rights from a government entity to a private entity.
For all practical purposes we are going to test three simple "sub"-hypotheses:
1. More complex procedures are more prone to corruption.
Costlier procedures (in terms of the official cost of the procedure) are more prone to corruption. 3. Longer procedures are more prone to corruption.
The set of regression models we have tested is as follows: Z is a vector of other controls used in the hypothesis testing.
The summary of regression results is shown in the Table 7 .1.
Model 7.1.1 demonstrates that more complex procedures are, indeed, more prone to corruption. Other things being equal, each extra stage added to the average procedure duration increases the percentage share of stages in which unofficial payments were reported by about 4 percentage points. It is also worth noting that neither the total number of documents, the number of documents required for each stage, the time spent to complete a stage of a procedure, nor the total time spent on completion of a whole procedure significantly affect the level of corruption measured in the model (see Models 7.1.2 through 7.1.5 for details). Model 7.2.1 demonstrates that when cost enters into the model, complexity becomes insignificant (see Table 7 .2 for results). 30 The official cost of the procedures, along with the complexities associated with them, has a significant effect on the level of unofficial payments -The higher the official cost is, the higher the level of unofficial payments is.
Chart 7.1 below (based on the model 7.2.3 in the Table 7 .2) shows how the effect of complexity and cost interact to affect levels of unofficial payments. When both cost and complexity are low, the predicted unofficial payments are negligible. Unofficial payments predicted from highly complex procedures with low official cost are twice the level of unofficial payments predicted in case of highly expensive procedures of low complexity. And, unsurprisingly, if both complexity and official payments are high, the level of unofficial payments is the highest.
Chart 7.1 Dependence of the level of unofficial payment on the complexity and cost of procedures
As mentioned earlier, neither the duration of a procedure, (whether absolute or average), the length of a stage nor the average time required to obtain a specific document, significantly affect the level of unofficial payments for a land-related procedure. This is confirmed by results shown in Table 7 .3. It is possible that such results are due to the likelihood that some applicants manage to reduce delays by paying bribes while others are unwilling or unable to do so. However, testing the latter and similar hypotheses is out of the scope of this exploratory paper.
The ideal approach for testing the latter hypothesis would be to have some exogenous measure of this phenomenon, but unfortunately, while country-wide propensity to bribe may be found in other survey work, e.g. BEEPS 31 , sub-national or micro-level estimates are not available. Any exogenous instrument on the length of land privatization procedures is even less likely to be available in the near future -this would require that data on the procedure duration would be collected by regional authorities. 30 This insignificance can be reversed, at least partially, by replacing the absolute number of stages by its logarithmic transformation (see model 7.2.2). In the latter setting, complexity stays significant, although only at the 10% level. Complexity becomes significant at the 5% level when the logarithm of an overall official cost of a procedure is replaced by a logarithm of an official cost per stage, i.e. the unit cost of the process. 31 The Business Environment and Enterprise Performance Survey (BEEPS), http://info.worldbank.org/governance/beeps/ 
Identification of Factors influencing Duration and Cost of a Procedure
Hypothesis 6: Maintaining of well established connections between an intermediary and government officials reduces the costs and time necessary to carry out procedures.
This hypothesis will be tested in two independent "steps", i.e. divided into two separate subhypotheses:
Established relations with the government authorities reduce time to carry out a procedure (τ ). 2. Established relations with the government authorities reduce the costs to carry out a procedure (M).
The first sub-hypothesis was tested using a model depicted in the equation of model 7.1 below. A description of the variables can be found in the Annex at the end of this paper. where: Θ is a vector of control variables from a list shown in the Annex; Ψ is a dummy variable depicting relations, which helped facilitate carrying the procedure.
The regression results shown in Table 8 .1 below clearly show the lack of a significant relationship between the duration of land-related procedures and the existence of established relationships between an intermediary working on behalf of a client and the government authorities. The sign of the coefficient for the relation variable is negative in all settings except for when combined with the number of documents necessary to obtain in order to complete a procedure, i.e., established relationships may help to reduce the duration of the process somewhat, although their effect is not significant.
The second sub-hypothesis was tested using a model depicted in the equation for model 7.2 below. A description of variables can be found in the Annex at the end of this paper. The regression results in the Table 8 .2 below show that there is a significant relationship between the total cost of land-related procedures and the existence of established relations between an intermediary dealing with the procedure on behalf of a client and the government authorities. The sign of the coefficient is positive in all settings, i.e., established relationships cost a significant amount of money, but do not necessarily yield significant benefits (e.g., reduction in delays). Another interesting result is if a client company participates in a process, it may save some money (positive coefficient for the client input dummy in the model 7.2.7), although this effect is not statistically significant.
One potential hypothesis that may explain the results may be the practice of hiring intermediaries only for more complex cases. In order to test at least some approximation of the latter hypothesis we tried a setting (not shown in the paper) where the size of a land plot was used as a dependent variable, while independent variables were the same as in model 8 above. No significant relationship with participation of intermediaries was found. As in the case of hypothesis 5, in the ideal situation, some exogenous measure of difficulty of specific cases within the same procedure may be used as a dependent variable, but unfortunately at the moment these measures are not available. Mean of the dependent variable 11.00 11.02 11.00 11.00 11.00 11.00 11.00 *, **, *** Significance level of 10%, 5%, and 1%, respectively
Conclusions and implications for reform
On the basis of the analysis described above, the authors have reached the following conclusions:
1. As hypothesized, the principal factor influencing the level of land privatization in a region (for land under privatized buildings) is the pricing policy pursued by local authorities. The analysis demonstrates that in those surveyed regions where the local government pricing policy is at the low end of the range allowed by federal law, the rate of land privatization transactions is higher (even though rental rates for long-term leases may often appear more beneficial to the owner of the building). Within the examined model, all other factors being equal, a modification of the pricing policy from the higher end of the range allowed by federal law to the lower end is associated with a significant increase in the rates of land privatization (more than doubling for some regions).
2. Excluding the pricing policy from consideration, the length of time required to complete the relevant procedures becomes the main factor influencing the level of land privatization (for all types of land privatization). Although the survey data do not show it explicitly, it is understood that most market participants are generally aware of the time required for such transactions, ex ante, within their jurisdiction. The longer the duration of the procedure, the lower the rate of the privatized land in a region, presumably because businesses factor the costs and risks of the delays into their decisions. A decrease in the average procedure duration by one month (or by approximately 14%), other things being equal, increases the number of land privatization transactions per 100,000 residents by about 11%.
3. Delays associated with land privatization procedures in turn lead to an increase in the proportion of transactions for long term land leases as opposed to land ownership (leases in the Russian Federation are less than fully marketable, relative to, say, Hong Kong and therefore not a complete substitute for land ownership in terms of security of property rights). If the delays are reduced by 25% from their mean length, other things being equal, the rate of land lease transactions would decrease by about 15 percentage points in favor of land privatizations.
4. The second factor influencing land privatization is the frequency of refusals by government agencies in the course of a procedure. As mentioned above, the earlier research by Khakhalin and Butler has provided evidence that officials exploit vaguely worded administrative procedures to their own benefit. The analysis demonstrates that while processing land privatization applications, government agencies tend to refuse the completion of such transactions twice as much, on average, as land lease procedures, even though the procedures and criteria are supposed to be the same.
5. Procedures in which applicants have significant sunk costs are much longer in comparison to the "reversible" ones. On average, other things being equal, "sunk cost procedures" take about 34% more time than procedures where the applicant usually does not have sunk costs. As hypothesized, it follows that procedures where applicants have sunk costs are also more prone to corruption as compared to the "reversible" ones. The share of stages involving unofficial payments while passing sunk cost procedures is higher by 11% on average. It appears that the delays are used by bureaucrats to extract the bribes as "speed payments."
6. More complex land procedures are more prone to corruption. Other things being equal, each extra stage added to the procedure (as specified in legislative documents regulating a particular procedure) increases the percentage share of stages in which unofficial payments were reported by about 4 percentage points. This finding supports the view that some municipal policy makers, beyond their desire to deter land privatization and preserve revenues from land rents, may be also creating (or maintaining) opportunities for corruption.
7. However, the procedure duration, controlling for complexity and official fees, does not significantly affect the level of unofficial payments for a land-related procedure (except perhaps in conjunction with procedures associated with "sunk costs" for investors, as noted above).
8. The official cost of the procedures, along with the complexities associated with them, has a significant effect on the level of unofficial payments -holding other variables constant, the higher the official cost, the higher the level of unofficial payments.
9. Established relationships with government officials may help to reduce the duration of the process somewhat, although their effect is not significant. However, such connections cost money to maintainintermediaries who have connections that they think can help in facilitation of their work charge more for completion of procedures. In other words, it appears that many intermediaries may market themselves as "facilitators", but the data suggest that the benefits of using a facilitator might not be worth the extra cost. It is still possible that facilitators are hired precisely in the most difficult cases (that may be more expensive in order to deal with the complexity), but our efforts to control for such situations (e.g., using the size of a land parcel as a proxy for complexity) did not yield significant results. Other proxies (e.g., the market value of a land parcel) might be more appropriate for this analysis, but are not yet available.
10. The use of auctions or tenders is still not very common in many regions, and while the data suggest that use of such mechanisms is associated with higher rates of land privatization, there is not yet clear evidence that they are associated with other positive outcomes such as fewer delays or unofficial payments. Here the biggest story is simply the fact that very few such transactions have taken place, as reflected both by the FIAS survey, official data published by Roskomstat and anecdotal evidence (e.g. interviews within several different regions). While we hoped an expected to find a correlation between regions who rely more heavily on auctions and other indicators of market-friendly efficiency and "transparency", the data do not (yet) support such a conclusion.
11. Policy implications to consider, in light of the findings, including the following:
• Unnecessary complexity (e.g., unnecessary steps in procedures) should be reduced in administrative procedures for businesses' access to land. This is likely to reduce both unnecessary delays and corruption. Regions with the simplest procedures should serve as a positive example for regions with more complex procedures. There appears to be little evidence from any source that simpler procedures, already within operation within the Russian Federation, are associated with any failure to preserve state interests or public welfare.
• Keeping land privatization prices low (i.e., administered prices for land under buildings that have already been privatized) helps to encourage land privatization transactions and helps to develop a competitive secondary market in land. This in turn allows for much more flexibility in real estate markets, which is associated with higher rates of investment and productivity. Most businesses also note that ownership of land helps them secure medium-longer time finance (e.g., mortgages) more easily than a long-term lease, which (in practice in the Russian Federation) is less than fully marketable. At the same time, if municipalities can not obtain revenues from land rents, they may need some compensating source of revenue (e.g., enhanced land taxes) to maintain their fiscal balances.
• For many administrative procedures, a policy of "silent consent" with time limits should be introduced. Officials should be required to provide a written explanation, against established legal or administrative criteria, for any refusal of applications for land privatization, within a stipulated time limit. If no decision has been rendered by the time limit, it should be deemed approved, with enforcement available through the courts if necessary. Silent consent is most suitable for relatively simple procedures with the fewest issues regarding, e.g., health/safety or the environment. A good example would be basic registration of property rights (which is also a procedure normally associated with "sunk costs" and therefore a frequent target of corruption, as noted above).
• Auctions and tenders for land privatization should be further encouraged, but need to be monitored closely for transparency and fairness. There have still been relatively few such transactions in most regions of the Russian Federation. While municipalities complain they are relatively costly to prepare, it may be possible to "bundle" many parcels into a set offered to the public and administered as a group. The federal authorities should require full disclosure of the final terms of sales, for monitoring purposes, on a regular basis. 
Independent variables
ρ -land pricing factor. The variable represents the land price applied to the land tax (number of land taxes).
τ -logarithm 33 of duration of land sale transaction procedure (ARCS 34 ). The variable represents the duration of completion of land plot privatization procedures by BIS and ARCS companies.
θ -logarithm of regional GDP per capita (control variable).
Other control variables Θ for the extended model (all Russian regions) : 1 Θ -logarithm of regional GDP per capita. 2 Θ -distance from the regional capital to Moscow City (in thousand km).
3 Θ -ratio of per m 2 prices of land sold to legal entities for industrial and other special uses to land sold to legal entities for other purposes.
Hypothesis 2 -Description of variables
Dependent variable for model based on 15 regions data (Model 3)
3 ϒ -rate of land lease transactions. This variable represents the ratio of the number of land lease transactions to the total number of land transactions in each region 35 (transactions under The Procedure No.3). The variable takes the value from "0" to "100" depending on the percentage of land privatization procedures in the region in the total number of land transactions.
Independent variables for model based on 15 regions data (Model 3)
Α τ -logarithm of duration of land plot privatization procedures by ARCS companies (mean of all completed Procedures No.3A reported by ARCS companies in any specific region is used).
36 .
Control variables Θ :
1 Θ -logarithm of regional GDP per capita.
32 Based on the official statistical data 33 Here and further "logarithm" means a natural logarithm, if not otherwise specified. 
Dependent variable for model based on all Russia regions data (Model 4)
leased ϒ -percentage share of areas leased to industry, transport, communications, and construction in the regional territory.
Independent variables for model based on all Russia regions data (Model 4)
ρ -land pricing factor. The variable represents land price applied to the land tax (number of land taxes).
Control variables Θ :
1 Θ -logarithm of regional GDP per capita. Θ -percentage of businesses who think that unofficial payments have low occurrence 38 .
Hypothesis 3 -Description of variables
Dependent variables
Ε -share of stages with reported occurrence of unofficial payments -ratio of the number of stages where a respondent reported unofficial payment to the total number of stages which were passed by a respondent in order to complete the procedure 39 .
τ -logarithm of duration of land plot privatization procedures by BIS companies. 40 . . If the variable takes the value of "1", than the procedure with unrecoverable costs exists, and "0" otherwise.
Independent variables
Control variables Θ :
1 Θ -dummy variables for procedures 1, 2a, 2b, 3a, 3b. 37 Based on statistical data on the completed procedures, survey of ARCS companies 38 As reported by OPORA -an NGO representing small businesses in Russian Federation. 39 Results of the Survey of Land and Leal Estate Transactions in the Russian Federation (Survey of BIS Companies) 40 Ibid 41 Procedures No.6 and No.8 are characterized by unrecoverable costs due to the fact that in case of refusal to transfer a land plot or a building from one category to another, any company shall incur losses in the amount of the purchasing price of a site 2 Θ -regional dummies. Θ -not obtained by BIS. This is a dummy variable that takes value "1" if a procedure was not carried out exclusively by business intermediaries and "0" otherwise.
Hypothesis 4 -Description of variables
Dependent variable
total Ν -Number of land privatization with and without tenders per 100,000 regional population 42 .
Independent variables
tenders Ν -Number of sales in the region through tenders per 100,000 regional population.
Control variables Θ :
2 Θ -distance from the regional capital to Moscow City (in thousand km). Θ -logarithm of regional territory.
Hypothesis 5 -Description of variables
Dependent variable
Ε -share of stages with reported occurrence of unofficial payments -ratio of the number of stages where a respondent reported unofficial payment to the total number of stages which were passed by a respondent in order to complete the procedure 43 .
Independent variables
Variables δ : law Ν -number of stages "by law". The number of stages mandated by legislation. This number can vary between regions due to differences of regional legislation. Z -logarithm of amount of official cost per square meter of the land plot.
Variables 1 Θ -procedure dummies for procedures 1, 2A, 2B, 3A, 3B.
Variables 2 Θ -regional dummies.
Hypothesis 6 -Description of variables
Dependent variables:
τ -logarithm of procedure duration 44 . Μ -logarithm of total expenses for completing the procedure. Θ -not obtained by BIS. This is a dummy variable that takes value "1" if a procedure was not carried out exclusively by business intermediaries and "0" otherwise. 44 Ibid 45 Ibid
